“he Real kK state 
TRENDS 


A concise monthly digest of real estate and construction 
fundamentals and trends .. . A port of the complete 
Volume XX1IX service known as the Real Estate Analyst Reports Number 38 


© by ROY WENZLICK RESEARCH CORP., 1960 


REAL ESTATE ECONOMISTS, APPRAISERS AND COUNSELORS 








WILL EASY CREDIT INCREASE RESIDENTIAL CONSTRUCTION ? 


HE sluggishness of the economy during 1960 has prompted several Fed- 
i% eral agencies to act to increase demand for goods and services. Since 

the steel strike of 1959, between 4.9 and 6.1 percent of the labor force 
have been unemployed. Currently, 5.5 percent are unemployed. The Federal 
Reserve index of industrial production, which measures the physical output of 
the economic system, has been moving slowly downward. Most particularly, 
real estate sales and new residential construction have felt the impact of a more 
slowly growing economic machine. Real estate sales, the number of voluntary 
real estate transfers per 10,000 families, is now 76.1 compared with 85.6 
during July a year ago. Private residential construction expenditures, $2.2 
billion, are 9 percent below what they were during July a year ago. 


The first action taken to promote demand was by the Federal Housing Ad- 
ministration. During May it lowered minimum downpayments on FHA-insured 
houses with an FHA appraised value above $13,500 in order to make it possible 
for more people to be able to finance a house at this time. In June the Federal 
Reserve Banks reduced the rediscount rate from 4 percent to 3.5 percent to 
lower the cost of member bank borrowing from the Federal Reserve Banks. 
This move has more of a psychological effect on business than any direct in- 
fluence. Then the Federal Reserve reduced the reserve requirements of banks 
enough to allow them to expand their loans $3.6 billion. This month the redis- 
count rate was lowered again to 3 percent at four Federal Reserve Banks. 


The FHA Commissioner, Julian H. Zimmerman, liberalized home financ- 
ing provisions of Section 203 of the National Housing Act by authorizing a4 per- 
cent additional service charge on mortgages not in excess of $9,000. Former- 
ly, the additional 4 percent service charge was allowed for homes mortgaged 
for $8,000 or less. In making this authorization Mr. Zimmerman said, “We 
take this action to further encourage production of homes for purchase by per- 
sons with lower incomes. After exhaustive studies and discussions with all 
segments of the residential construction industry, we have now determined that 
in order to get more low-cost homes financed, built, and on the market, it is 
necessary to permit the additional service charge.” 


Another attempt to raise more mortgage money was made last month by the 
Federal Housing Administration when it authorized individuals to invest in Gov- 


ernment-insured mortgages. There were high hopes that the high yields would 
attract them. 
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Will easy credit increase residential construction? To answer this ques- 
tion, suppose that interest rates are high, higher than during a preceding pe- 
riod, and that borrowers are so numerous that lenders can pick and choose the 
people to whom they will lend. The Government, at this point, decides that it is 
in the public’s interest to ease credit. They increase the money supply by 
buying Government securities, lowering the reserve requirements, or lower- 
ing the rediscount rate, or allthree. The public finds that its cash balances 
have increased. It will spend and invest more than before the increase. This 
will have one of two effects. If there is unemployment, employment will in- 
crease, output will increase, and prices will remain unchanged. [If there is 
full employment, output will remain unchanged, and prices will increase. 

This, however, applies to production in general, not to construction in 
particular. Perhaps investment funds should seek other sources. It may be 


that residential construction cannot be increased by easing credit in the next 
year or so. 


We have increased the total number of dwelling units in the housing inven- 
tory to 58,581,841 units, an increase of 27 percent from 1950 to 1960. Since 
1950 the vacancy rate for units vacant and available for rent has risen from 
2.5 percent to 7.3 percent in the second quarter of 1960. The vacancy rate 
on units vacant and available for sale is still a low 1.2 percent. Even during 

(cont. on page 412) 
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(cont. from page 408) 

a period of surplus housing, however, there will be a low percentage of units 
vacant and available for sale. Instead of putting single-family houses up for 
sale and holding the listings for months on end, the houses are rented in order 
to bring in income This series of statistics has been reported continuously 
only since 1954, so that we do not have the experience of the 1930’s to draw 
upon. The data used at that time were skimpy and have not been brought up to 
date. Still, the indications are that housing is not in short supply, that there is 
ample housing, and that the current slump in residential construction and sales 
is not entirely due to restrictive credit. 


Perhaps the most telling argument is the savings and lending position of 
savings and loan associations during the first half of 1960, when credit was 
supposed to have restricted building. For the first half of 1960 the net savings 
inflow amounted to $3.8 billion, an increase of 6.4 percent from the first half 
of 1959. Onthe other hand, their mortgage lending was 9.7 percent less for 
the first half of 1960 than for the first half of 1959. 


NEW INFORMATION ON MORTGAGED HOMES 


HE Federal Home Loan Bank Board has come through with the first an- 
T_T nual estimates of mortgaged dwelling units in one- tofour-family nonfarm 

homes in the United States. This shows the number of mortgaged and 
debt-free homes, whether they are owner-occupied or tenant-occupied, or 
whether they are vacant for sale or for rent. The number of homes mortgaged 
has risen from 12,498,000 in 1950 to 18,847,000 in 1959, or from 35.4 per- 
cent of all houses (one- to four-family units) to 40.8 percent of all one- to four- 
units. 


The average debt per unit rose from $3,614 in 1950 to $6,952 in 1959. 
This was due to higher loan-to-value ratios, better quality construction, and 
higher construction costs. 


We have noted the rise in foreclosures in the last several years. Many 
clients have suggested that this is not important because the total number of 
mortgages has also increased. This new series on the annual number of homes 
mortgaged serves as a base for the annual foreclosure figures to provide a 


rate of foreclosure per 1,000 homes mortgaged. The rate has increased from 
1.72 to 2. 34. 


RATE OF NONFARM REAL ESTATE FORECLOSURES 
PER THOUSAND MORTGAGED NONFARM HOMES 
(1950-59) 


Rate Year Rate 
1.72 1955 1.78 
1.38 1956 1.84 
1.32 1957 1.96 
1. 49 1958 2.35 
1.72 1959 2.34 
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